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Estimation  results  tend  to  give  support  to GS's  claim  that  the  real money  gap  has  substantive
predictive power for future inflation in the euro area, as evidenced by the significance of the term


































































15 This is here obtained by separate OLS estimation of (3.1c). As noted in Gerlach and Svesson (1999), this procedure does not guarantee
that proper account is taken of measurement errors due to the unobservable nature of       .  Whilst this could have been tackled by further
extending the system to include (3.1c), GS results indicate that the system estimates provide the implausible result that the implicit
inflation objective is 0.1% at the end of the sample when no restrictions are imposed on (3.1c).  On the other hand, when the restriction
that the inflation objective at the end of the sample equals 1.5% is imposed, little appears to be gained from estimating (3.1c) jointly with
the rest of equations in the system.
16  The use of the HP filter to proxy the output gap is popular in applied work  [see, for instance, Roberts (1997 ) in the context of the
estimation of a Phillips curve model or Taylor (1998) in the context of monetary policy rules] although it is certainly not exempt from
criticism [see, for instance, King and Revelo (1993) or Harvey and Jaeger (1993)].  As before, the estimates herein do not take into
account the existence of potential measurement errors, nor do they take into account the two-sided nature of the filter, which may cause
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output gap_5 inflation (deviations from trend)
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